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New Employee Benefit Plan Audit Quality Center
Enables Firms to Demonstrate Commitment to
Quality
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Financial statement audits of employee benefit plans represent a critical portion of the
many audits performed by CPAs. About
80,000 employee benefit plans are audited
by more than 4,700 CPA firms annually.
Employee benefit plan audits include audits
of pension, health and welfare, and 401(k)
plans subject to the Employee Retirement
Income Security Act under the regulatory
authority of the U.S. Department of Labor.
The AICPA is committed to helping its
members achieve the highest standards in
performing quality employee benefit plan
audits. To help CPAs meet the challenges of
performing quality audits in this unique and
complex area, the AICPA has launched the
Employee Benefit Plan Audit Quality
Center, a firm-based voluntary membership
center for firms that audit employee benefit
plans. The center is now accepting enrollments from CPA firms.
The center is one of three new audit
quality centers focusing on key public interest issues: public companies, employee benefit plans and governmental entities. The
AICPA in Jan. established the Center for
Public Company Audit Firms, which provides resources to members who audit SEC
registrant companies. In Nov. 2003, the
Institute began development of the new
Employee Benefit Plan Audit Quality
Center, with an executive committee chaired
by Anita Baker of Larson, Allen, Weishair &
Co., LLP in Minneapolis. Center membership requirements were established by the
committee and approved by the AICPA
Board of Directors in Feb.
The center will:
• Establish a community of firms that
demonstrate a commitment to employee
benefit plan audit quality.
• Serve as a comprehensive resource

provider for member firms.
• Provide information about the center’s
activities to other employee benefit plan
stakeholders.
• Raise awareness about the importance of
employee benefit plan audits.
A dedicated center Web site provides a
single access point to the latest developments in employee benefit plan audits for
those who want to learn more about the center and its features.
The Employee Benefit Plan Audit
Quality Center is the AICPA’s latest initiative to help strengthen ERISA audits. In
addition to working closely with the
Department of Labor to recommend and
assess the quality of work regarding
employee benefit audits, the AICPA:
• Consults annually with the DOL on the
Institute’s Audit and Accounting Guide
for employee benefit plan audits.
• Issues annual Audit Risk Alerts identifying industry, audit and accounting developments.
• Conducts two annual Employee Benefit
Plan Conferences.
• Develops new and enhanced professional
education courses dedicated to this practice area.
• Issues audit practice tools and checklists.

Joining the Center
Center membership is firm-based and voluntary. Member firms could hold themselves
out as members of the Employee Benefit
Plan Audit Quality Center to demonstrate
their commitment to quality audit practices.
To join, firms must enroll at the center’s
Web site and agree to adhere to the center’s
membership requirements. Member firms
must:
continued on page C2
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continued from page C1—New Employee Benefit
• Designate a partner responsible for the
trends. “Protecting the retirement savings
firm’s employee benefit plan audit
of millions of Americans is a crucial
practice.
responsibility of our profession,” says
• Establish a firm-wide training program Baker. “The center is a comprehensive
for the employee benefit plan audit resource to help firms establish best practices that will ensure the quality of
practice.
• Create a firm-wide quality control pro- employee benefit plan audits.”
Specific membership benefits
gram that addresses the employee beninclude:
efit plan audit practice.
• Timely, relevant and informative
• Perform annual internal inspection proupdates on current issues and events
cedures that include a review of the
through e-mails, news alerts and
firm’s ERISA employee benefit plan
Webcasts.
audit practice by individuals possessing
•
A dedicated Web site covering the latcurrent experience and knowledge.
est news and developments in EBP
• Make the firm’s peer review or other
auditing.
practice monitoring report findings rel•
Access to the center’s Forum, an online
ative to the firm’s employee benefit
tool for sharing best practices, techniplan area of audit practice publicly
cal matters and other EBP issues.
available.
•
A single voice, representing member’s
The annual dues schedule is based on
interests, in performing quality
the number of CPAs employed by the firm
employee benefit plan audits.
as of its most recent fiscal year end. Visit
the center Web site for more information.

Membership Requirements
Membership Benefits
The center will provide its members with
regular updates on current issues and

F

ify for membership. Specific requirements
include:
• An up-to-date knowledge of professional standards, rules and regulations
and best practices by all EBP audit
engagement personnel.
• An audit partner who has firm-wide
responsibility for the quality of the
firm’s EBP audit practice.
• Continuing professional education
requirements.
• Compliance with the center’s published
policies and procedures relating to the
firm’s ERISA employee benefit plan
audit practice.
• Selection of EBP audits as part of the
firm’s peer review process.
“The public looks to CPA firms to
ensure the integrity of employee benefit
plans,” says Baker. “The center is the best
way we know to demonstrate our commitment to that goal.”
Further information about joining the
center can be found at:

Baker says she expects that most CPA
firms in the United States that audit
employee benefit plans will already qual-

FASB Establishes Small
Business Advisory
Committee

In an effort to step up involvement by the small business community in developing U.S. accounting standards, the Financial
Accounting Standards Board has established a Small Business
Advisory Committee. The board says that committee members will
be a resource to the FASB in providing additional and ongoing
input on accounting issues it is addressing.
While the FASB notes that it has met with small business constituents in the past as part of its due process procedures, it says that
establishment of a formal committee that provides the perspectives
of this group will offer greater opportunity to share ideas, knowledge and experience with the board as well as with the other group
members.
“The FASB has always recognized small businesses as an
important constituency,” said FASB chairman Robert H. Herz.
“Formation of the Small Business Advisory Committee should be a
win-win for everyone involved, and the board looks forward to
working with the group.”
The committee, whose members represent diverse perspectives

www.aicpa.org/ebpaqc/homepage.htm

and experiences, consists of 24 lenders, investors and analysts, preparers of financial statements from a broad range of businesses—
including controllers and chief financial officers—and auditors
from the small business community.
The committee’s inaugural meeting is slated to take place this
month at the FASB’s offices in Norwalk, Conn.

Write CPA Letter Articles, Receive CPE
Credit
The CPA Letter public practice supplements encourage readers to share information and experiences through bylined
articles on subjects of interest to your fellow practitioners.
Moreover, if the topic fits our editorial calendar and your
article is featured, you may claim continuing professional
education credits for the time you spent preparing the article
(in accordance with the Joint AICPA/NASBA Statement on
Standards for Continuing Professional Education, revised as
of Jan. 1, 2002). The first step is to submit article topics for
approval to:
adennis@aicpa.org

Published for AICPA members in small firms. Opinions expressed in this supplement do not necessarily reflect policy of the AICPA.
Anita Dennis, supplement editor
Ellen J. Goldstein, CPA Letter editor
973/763–2608; fax 973/763–7036; e-mail: adennis@aicpa.org
212/596–6112; egoldstein@aicpa.org

M AY 2 0 0 4 • T H E C PA L E T T E R / S M A L L F I R M S C3

IRS “Educational Letters”
Cause Confusion Among
Charitable Organizations
The Internal Revenue Service has
been sending “educational letters” to
charitable organizations that have
contribution income, telling them
that they are either disclosing an
amount less than 5% of contributions or not
disclosing any fundraising expenses in Part
II of Form 990. In a communication to the
director of the IRS Exempt Organizations
Division, the AICPA Tax Exempt
Organization Taxation Technical Resource
Panel has alerted the agency to some confusion and anxiety among organizations that
receive these letters and recommended possible changes to future correspondence.

The AICPA points out that exempt
organizations may receive and properly
report contributions and still have little or
no fundraising expense. The
Institute cites these examples:
• Volunteer fundraising labor is an
in-kind contribution that is not
reported on Form 990 and does not
generate a reportable expense.
• Supporting foundations often incur the
fundraising expenses for hospitals and
universities.
• Grant revenue is reported with donations. However, GAAP classifies efforts
to seek government funding as an
administrative rather than fundraising
expense.
The AICPA notes that the educational
letters do not give recipients any concrete

Performance Metrics and Measures: What’s
New?
By Bradley J. Allen, CPA
The trend toward greater corporate commitment to provide
investors with accurate and relevant information for their decisions
is not just a public company issue. Private companies also have a
stake in considering proposed corporate reporting concepts.
Fundamentally, this is about capital—access to capital, whether
debt or equity; cost of capital; and maximizing exit value. The challenge is to create and consistently apply industry-specific standards
for measuring and reporting information about the items that drive
value for the business. Consensus needs to be built throughout all
industry groups not only about items that drive value but also about
a consistent and objective methodology of measuring those drivers.
How many financial and non-financial indicators really are key
to influencing company value in a given industry?
PricewaterhouseCoopers surveyed company executives (593), sell
side analysts (514) and institutional investors (631) in 14 key industries to identify the so-called “value drivers” and/or key performance indicators considered to be most important. For example, the
retail trade survey identified the following as some of the value drivers for that industry:

instructions, saying only that the IRS “will
be inspecting your Form 990 to evaluate
our educational efforts.” According to the
AICPA, “organizations are not comfortable
‘doing nothing’ in response to an IRS contact. We recommend that future letters specify any action the organization should take,
and—at a minimum—include an IRS contact name and telephone number. We also
suggest describing the purpose for these letters on the IRS Web site, and revising the
Form 990 Instructions to direct organizations with low fundraising expenses to
attach an explanatory statement.” The
Institute also offered to meet with IRS representatives to discuss possible improvements to this communications effort.
www.irs.gov

While measuring some of these value drivers, such as gross
margin, appears to be straightforward, it will be challenging to
establish quantitative measures for others, such as brand value. In
another survey, we asked how to address the measurement of these
value-drivers. For the retail trade industry, here’s a sampling of how
they thought some of these value drivers might be measured:

Value Driver

Performance Indicators

Market growth/Market share

Market share
Sales per square foot over time compared to the industry
Increase in same store sales compared to the industry

Free cash flow

Cash from operations
Days sales outstanding
Inventory turnover
Days payable

Inventory turns

Inventory turnover

Product availability

Time from order to fulfillment

Obsolescence
Orders compared to shipments
Accuracy and quality of shipments

Market growth
Earnings
Same store sales
Gross margins
Free cash-flow
Market share
Performance by business
segment
• Store portfolio changes (e.g.,
new stores)
• Weighted average cost of
capital
•
•
•
•
•
•
•

• Customer satisfaction
• Expected return on new
stores refurbishment
• Quality of management
• Capital expenditure
• Sales per square foot
• Inventory turns
• New store formats tested
and performance data
• Brand value
• Product availability

These suggestions are intended to be examples. Consensus
around the value drivers and methods of measuring them needs to
be developed. Once these standards are developed, companies will
be able to compare themselves across their industry segments, identify performance gaps and develop plans and solutions for closing
those gaps. While some of these performance indicators, such as
brand value, will require some time and effort to develop standards,
others—such as revenue per square foot, revenue per store, increase
in same store sales and working capital—are fairly common and
continued on page C4
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bradley.j.allen@us.pwc.com

ammbit@us.pwc.com

Bradley J. Allen is a PricewaterhouseCoopers partner and chief
architect of AMMBIT® (Advanced Middle Market Business
Intelligence Tool), an online benchmarking tool designed for small
and midsize private companies with sales up to $500 million.

The Value
Measurement
Reporting
Collaborative
CPAs who consult with clients on value
measurement issues should be aware of
the developments emerging from the
Value
Measurement
Reporting
Collaborative. The VMRC is a coalition
of thought leaders assembled to develop
global principles for value measurement
and reporting. The members of VMRC
share a vision that, in a worldwide economy, global collaboration is needed to
respond to increasing calls from the marketplace and regulators for better reporting, which gives a more comprehensive,

Exhibit 1: Revenue per Square Foot
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Exhibit 2: Revenue per Store
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continued from page C3—Performance Metrics
can be benchmarked today (see the exhibits for examples).
What can businesses do now? Together with their advisers,
they can begin to look inside their companies to understand which
factors are instrumental in creating value, how they are related and
how they can be measured. A good place to begin is by understanding how key performance indicators are being measured by other
companies, analysts and investors.
What can CPA firms do now? Talk to your clients. Identify the
items that create value for their businesses. Once you have identified these value drivers, determine how your clients measure them.
Take these performance measures and compare them to other companies in the same or similar industries. How do your clients compare? If they compare favorably, reporting such information could
provide them with better access to or less costly capital.
What happens if they compare unfavorably? This is your
opportunity to help your clients improve. You can help them understand the underlying business processes that result in such unfavorable measurements. Determine which processes should be modified, added or removed by comparing your clients’ processes to best
practices employed by other companies. At its most practical level,
what’s new in metrics and measures can help your clients implement the best practices to increase the value of their business.
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real-time, forward-looking picture that is
transparent, consistent and reliable.
The VMRC’s goals are to:
• Develop a framework of market-driven
principles and criteria that characterize
value measurement and reporting on a
global basis.
• Communicate the need for value measurement and reporting on a consistent
basis to the business and financial community.
• Create an environment that encourages
innovation in disclosures.

What Is VMR?
Value measurement reporting is a groundbreaking initiative that includes a view not
only of an organization’s value realized in
the past but also of potential for the creation of value in the future. This includes

measurement of intangibles such as people, intellectual capital, systems,
processes, brand(s), environment and governance structures not included in the traditional accounting framework. The traditional accounting model, fundamentally
designed to measure and report on the
realization of value, is based on measuring transactions with or through third parties. As such, it does not measure and
report on performance in the value-creating activities that precede the sale of
goods or services. VMR is a parallel system that supplements the traditional
accounting framework.
To learn more, visit VMRC’s Web
site at:
www.valuemeasurement.net

